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The  Loan  Office  Experiment  in 
Missouri,  1821-36 

INTRODUCTION 

Formation  of  Missouri  State  Government. — The  territory  which  is 
now  the  commonwealth  of  Missouri  was  added  to  the  United  States  by 
the  Louisiana  Purchase  of  1803.  In  the  same  year  Congress  set  up  a 
provisional  government  for  the  whole  territory  known  as  Louisiana. ^ 
The  year  following  this  vast  area  was  sub-divided.  That  portion  lying 
west  of  Mississippi  Territory  and  south  of  an  east  and  west  line,  drawn 
from  the  Mississippi  River  at  the  thirty-third  degree  of  north  lati- 
tude to  the  undetermined  western  boundary  of  the  purchase,  was 
to  be  known  as  the  "Territory  of  Orleans,"  and  was  to  have  a  regular 
territorial  government  of  its  own;  the  rest  of  the  purchase  was  to  bear 
the  name  "District  of  Louisiana,"  and  was  to  be  governed  by  the  officers 
of  the  Territory  of  Indiana.-  In  1805  the  District  of  Louisiana  was  separat- 
ed from  the  Territory  of  Indiana  and  was  given  a  territorial  government 
under  the  name  "Territory  of  Louisiana."  The  executive  power  was 
vested  in  a  governor,  the  judicial  in  three  judges,  the  legislative  in  both 
governor  and  judges — all  to  be  appointed  by  the  President.' 

This  peculiar  form  of  government  continued  until  1812,  when  the 
territory  known  as  Louisiana  was  named  "Missouri"  and  its  government 
reorganized.*  The  executive  power  was  now  vested  in  a  governor  ap- 
pointed by  the  President,  the  legislative  in  a  General  Assembly  composed 
of  a  legislative  council  (appointed  by  the  President)  and  a  house  of  rep- 
resentatives (elected  by  the  people  of  the  territory),  the  judicial  in  a 
system  of  courts  composed  of  three  grades — supreme  court,  inferior 
courts,  and  justices  of  the  peace.  Under  an  enabling  act  of  Congress  a 
constitution  was  framed  in  1820. ^  The  division  of  the  governmental 
powers  of  1812  was  continued.  The  proposed  boundaries  were  the  same 
as  those  of  today,  excepting  the  "Platte  Purchase"  (Fourth  Congressional 
District)  added  in  1836.  The  question  of  slavery  and  also  that  of  allowing 
free  negroes  to  enter  the  commonwealth  soon  arose,  and  their  settlement 
kept  the  new  "state"  one  year  and  four  months  on  the  threshold  of  the 

1.  Act  of  Congress,  Oct.  31,  1803. 

2.  Act  of  Congress,  March  26,  1804. 

3.  Act  of  Congress,  March  3,  1805. 

4.  Act  of  Congress,  June  4,  1812. 

5.  Act  of  Congress,  March  6,  1820. 
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union — being  finally  admitted  in  July,   1821. ^     However,  the  common- 
wealth records  bear  date  of  "1820  "J 

The  Debt  of  the  Commonwealth. — When  we  turn  to  the  financial 
side  of  early  Missouri  history  we  find  that  on  the  whole  the  management 
of  its  public  debt  has  been  good  and  the  credit  of  the  commonwealth 
above  reproach.  While  to  other  commonwealths  the  founding  of  "state" 
banks  was  a  stumbling  block,  the  Bank  of  the  State  of  Missouri  was  well 
managed  and  proved  an  aid  to  the  commonwealth.  Even  the  United 
States  loan  of  1837  did  not  prove  so  disastrous  to  Missouri  as  it  did  to 
other  western  commonwealths.  Barring  the  war  debt  (which  was  un- 
avoidable), Missouri  has  had  but  two  credit  schemes:  (1)  The  system  of 
loan  offices;  and  (2)  loans  to  railroad  companies.  Both  were  for  beneficent 
purposes  but  miscarried  because  of  speculation,  mismanagement,  and 
crude  ideas  of  credit.  Usually  the  commonwealth  government  has  been 
very  cautious  in  dealing  with  public  credit.  The  Bank  of  the  State  of 
Missouri  was  not  established  until  seventeen  years  after  the  adoption 
of  the  constitution  which  provided  for  such  an  institution.  Occasionally, 
however,  there  was  lax  management  on  the  part  of  the  commonwealth 
officials;  notably  in  issuing  loan  office  certificates  and  bonds  for  the  stock 
of  the  commonwealth  in  the  Bank  of  the  State  of  Missouri. 

Under  the  various  territorial  governments  no  debts  were  contracted 
on  the  part  of  the  commonwealth.  The  first  loan  occurred  in  1829,  when 
$70,000  was  borrowed  to  enable  the  state  to  redeem  outstanding  auditor's 
warrants  and  loan  office  certificates.*  The  ordinary  revenue  was  in- 
sufficient to  meet  current  expenses,  and  there  was  a  floating  debt  of  $104,- 
710.62.*  The  first  issue  of  bonds  by  the  commonwealth  was  in  1837, 
when  the  Bank  of  the  State  of  Missouri  was  established — the  common- 
wealth reserving  one-half  the  capital  stock  for  itself.  This,  together  with 
the  issue  of  bonds  to  build  the  capitol,  increased  the  debt  to  $412,000.^" 
The  exact  amount  of  bonds  issued  to  the  bank  is  unknown,  but  the  total 
sold  (more  important)  was  $362, 000. ^i  Other  issues  of  bonds  followed 
at  intervals;  To  complete  the  capitol;  to  make  internal  improvements; 
to  build  a  tobacco  warehouse;  to  wage  petty  wars  against  Iowa,  the 
Mormons  and  Indians;  and  to  pay  the  accrued  interest  on  bonds.  By 
1846  the  public  debt  had  increased  to  $957,261. »2 

The    most   important   addition  to  the   debt   of  the   commonwealth 

6.  Resolution  of  Congress,  March  3,  1821 ;  Act  of  General  Assembly  of  Missouri, 
June  26,  1821. 

7.  Also  electors  were  appointed  to  the  Presidential  election  of  1820. 

8.  Laws  of  Missouri,  1824-36,  p.  185. 

9.  Auditor's  Report.  1883-4,  p.  44. 

10.  Auditor's  Report,  1883-4,  p.  65. 

11.  Auditor's  Report,  1883-4.  p.  49. 

12.  Auditor's  Report,  1883-4,  p.  67. 
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begins  with  the  loans  to  the  various  railroad  companies  in  1852. ^^  At 
this  time  the  debt  was  $857,000,  which  was  reduced  to  $602,000  by  1856 — 
thereafter  known  as  the  "old  debt"  or  "state  debt  proper".!^  The 
policy  of  the  commonwealth  in  aiding  railroad  companies  added  $23,- 
701,000.15  Before  the  actual  condition  of  the  commonwealth's  credit 
could  be  fully  known  another  increase  was  necessary;  this  was  known  as 
the  "war  debt,"  as  the  previous  addition  was  designated  the  "railroad 
debt.  "  The  indebtedness  arising  from  the  prosecution  of  the  war  amounted 
to  $8,464,275.79 — mostly  floating  debt.  The  total  bonded  debt  in  1865 
was  $24,754,000,  a  high-water  mark.^^  Loans  have  since  been  contracted 
for  educational  and  eleemosynary  institutions,  yet  the  total  indebtedness 
has  decreased  rapidly.  In  1881  certificates  of  indebtedness  were  issued 
in  favor  of  the  school  and  seminary  funds  to  the  amount  of  $3,031,000, 
since  bonds  to  that  amount  had  been  redeemed  and  cancelled  in  1881- 
1882.  The  actual  commonwealth  debt  vanished  in  1905.  On  January 
1,  1913,  the  school  and  seminary  certificates  totalled  $4,398,839.42;  to 
this  should  be  added  $3,500,000  of  capitol  building  bonds,  of  which 
$285,000  have  been  sold.i^ 

Division  of  the  Subject. — From  this  brief  survey  of  the  common- 
wealth debt  of  Missouri  it  is  seen  that  the  subject  naturally  divides  itself 
into  four  periods:  (1)  From  theadmission  of  Missouri  into  the  unionin  1821 
to  the  founding  of  the  Bank  of  the  State  of  Missouri  in  1837;  (2)  from  the 
establishment  of  the  Bank  of  the  State  of  Missouri  to  the  loans  to  railroads 
by  the  commonwealth  in  1856i*;  (3)  from  the  loans  to  the  railroads  to  the 
war  debt  in  1861 ;  (4)  from  the  addition  of  the  war  debt  to  the  present  time. 
Each  period  begins  with  a  new  and  distinct  epoch  of  indebtedness,  and  each 
shows  a  marked  increase  in  the  debt  over  the  preceding  one.i"  The  first 
precedes,  the  fourth  follows,  the  time  of  great  activity  in  the  use  of  credit 
by  commonwealths.  The  loan  office  venture  was  confined  to  the  first 
period,  1821  to  1836  and  this  study  of  The  Loan  Office  Experiment  in 
Missouri  divides  itself  naturally  under  two  heads:  (1)  Character  and 
Purpose;  (2)  Failure  and  Termination. 

13.  This  was  not  regarded  as  a  debt  for  some  years. 

14.  Auditor's  Report,  1S52;  Senate  Journal  Extra  Session,  Appendix,  p.  235; 
Auditor's  Keport,  1856;  Senate  Journal,  Appendix,  p.  6. 

15.  Bonds  actually  sold.  When  the  commonwealth  assumed  the  indebtedness 
in  1868,  the  debt  with  accumulated  interest  amounted  to  $31,735,840. 

16.  With  a  floating  debt  of  $11,340,908. 

17.  Auditor's  Report,  1911-12,  p.  32. 

18.  These  loans  began  in  1852;  since  the  railroads  were  expected  to  repay  them 
quickly,  they  were  not  assumed  by  the  commonwealth  until  later.  The  only  railway 
to  comply  with  the  conditions  of  the  loan  was  the  Hannibal  &  St.  Joseph — repaying 
the  loan  of  $3,000,000. 

19.  The  dates  of  the  periods  correspond  to  the  inception  of  the  various  debts 
and  not  to  the  legislative  acts  authorizing  their  existence. 


CHAPTER  I 

CHARACTER   AND    PURPOSE  OF   THE  LOAN  OFFICE   IN 
MISSOURI 

The  revenue  of  the  territory  and  early  commonwealth  of  Missouri 
seldom  met  current  expenses;  there  was  frequently,  as  we  have  seen,  a 
considerable  floating  debt.  Little  attention  was  paid  to  this,  however, 
and  the  otily  legislative  acts  of  the  territorial  government  that  might 
have  created  a  debt  were:  (1)  That  of  1813,  creating  the  Bank  of  St.  Louis, 
in  which  the  territory  of  Missouri  might  hold  $15,000  of  the  $165,000  of 
stock;  (2)  and  that  of  1817,  establishing  the  Bank  of  Missouri,  in  which 
the  territory  might  in  ten  years  subscribe  $100,000  of  the  $350,000  of 
capital  stock.20  It  is  a  remarkable  fact,  considering  the  highly  speculative 
spirit  of  the  times,  that  the  territory  took  no  stock  in  either  of  these 
banks — although  both  were  exceptionally  well  managed  for  common- 
wealth  institutions. 

The  constitution  of  1820  said  nothing  as  to  the  power  of  the  com- 
monwealth to  borrow  money.  However,  it  provided  that  the  General 
Assembly  might  establish  one  bank  with  five  branches;  capital  stock  to 
be  $5,000,000,  at  the  highest — one-half  of  which  was  to  be  held  by  the 
commonwealth.^!  As  noted  above  this  constitutional  privilege  was  not 
taken  advantage  of  until  1837,  when  a  new  factor  was  introduced  in  the 
commonwealth  debt  of  Missouri — i.  e.,  bonds. 

At  this  point  it  will  be  well  to  notice  three  peculiar  sources  of  income 
of  the  commonwealth,  created  by  the  enabling  act  and  specially  set  apart 
by  the  constitution  of  1820,  for  they  play  an  important  part  in  the  history 
of  the  commonwealth  debt:  (1)  Saline  Fund  (after  1837  the  School  Fund), 
the  proceeds  of  twelve  salt  springs  and  six  sections  of  land  adjacent  to 
each;  (2)  Three  Per  Cent  Fund  (later  the  Road  and  Canal  Fund),  three- 
fifths  of  the  five  per  cent  of  the  net  proceeds  of  the  sale  of  public  lands  in 
the  commonwealth,  all  of  which  was  to  be  used  for  internal  improvements 
— two  per  cent  applied  by  the  United  States  to  roads  leading  to  Missouri 
and  three  per  cent  by  the  commonwealth  on  its  own  highways  and  future 
canals  (as  yet  the  only  hope  for  inland  commerce);  and  (3)  Seminary 
Fund,  the  proceeds  of  the  sale  of  two  townships  of  land  to  be  used  for 
school  purposes.22  These  three  items  of  revenue  are  connected  with  the 
debt  of  Missouri  only  in  that  their  funds  were  often  borrowed  to  meet 

20.  Laws  of  Missouri,  1804-24.  p.  278  and  p.  532. 

21.  Constitution  of  1820,  Art.  VIII. 

22.  Act  of  Congre.ss,  Mch.  6,  1820;  Act  of  General  Assembly,  Feb.  6,  1837;  Act 
of  Congress.  Feb.  17,  1818. 
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demands  on  the  commonwealth — this  sort  of  indebtedness  (one  hand 
owing  the  other)  was  common  in  the  early  history  of  the  commonwealth. 
For  example,  an  act  of  February  13,  1833,  authorized  the  governor  to  buy 
in  the  commonwealth  debt  (provided  that  he  could  get  it  at  par)  and  to 
pay  for  it  by  borrowing  at  six  per  cent  from  the  saline  and  seminary 
funds.^'  The  same  act  also  empowered  him  to  meet  any  demands  on  the 
commonwealth  which  exceeded  the  regular  revenue  by  a  loan  from  these 
funds  at  six  per  cent;  this,  however,  had  been  done  previous  to  this  act. 

The  condition  of  the  new  commonwealth  in  1821  was  anything  but 
satisfactory.  There  was  only  a  fringe  of  settlements  along  the  two  great 
river  systems.  The  rest  of  its  territory  was  in  the  possession  of  roving 
bands  of  savages,  which  were  a  constant  menace  to  outlying  hamlets. 
The  population  of  Missouri  in  1821  totaled  70,647.  There  were  59,092 
whites,  sixty  of  these  being  bound  to  service,  and  11,555  negroes,  321  of 
whom  were  free.  Capital  and  modern  implements  were  wanting.  Specie 
was  scarce  and  almost  unknown.  The  bank  notes  of  sister  common- 
wealths were  a  treacherous  aid  and  were  practically  forbidden  circulation 
within  the  commonwealth. ^^  This  reduced  commerce  to  the  basis  of 
barter,  and  "double  coincidence  of  desire"  sounds  better  than  it  actually 
is.  As  a  proof  of  the  scarcity  of  a  circulating  medium,  note  the  act  of 
the  General  Assembly,  December  22,  1824,  authorizing  the  auditor  to 
issue  his  warrants  in  three  denominations:  so  that  as  far  as  possible,  one- 
third  were  for  $3,  one-third  for  $5,  and  one-third  for  $10. ^^  However, 
the  infant  commonwealth  itself  was  in  a  very  bad  financial  way:  current 
revenues  failed  to  meet  expenses  and  the  floating  debt  was  constantly 
growing.  Yet  the  above  act  is  significant,  and  in  its  light  the  previous 
issue  of  loan  office  certificates  is  not  a  surprise. 

By  loans  from  the  various  funds  the  finances  of  the  commonwealth 
were  somewhat  improved;  these  were  repaid  whenever  surplus  revenue 
would  permit,  but  there  are  no  authentic  records  of  these  transactions. 
Yet  the  absolute  scarcity  of  money  was  still  a  great  hindrance  to  com- 
merce and  industry  as  ordinary  loans  were  well  nigh  impossible,  and  in- 
terest rates  excessive.  The  General  Assembly  made  a  further  effort  to 
alleviate  this  monetary  stringency.  Their  way  was  paved  with  good  in- 
tentions. They  sought  to  accomplish  two  highly  desirable  ends  at  one 
and  the  same  time,  namely,  to  supply  a  circulating  medium,  and  to 
furnish  loans  at  reasonable  rates  of  interest.  The  act  of  June  27,  1821, 
established  loan  offices  and  authorized  the  issuing  of  certificates  to  the 

23.  Laws  of  Missouri,  1824-36,  p.  409. 

24.  Notes  of  nonspecie  paying  banks  could  be  handled  only  in  sending  them 
out  of  the  commonwealth. 

25.  Laws  of  Missouri,  Private  Acts,  1824,  p.  12. 
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amount  of  $200,000.-*  The  original  intention  was  soon  diverted  and  the 
loan  office  certificates  were  issued  to  redeem  outstanding  auditor's  war- 
rants. The  act  was  benevolent,  but  unwise;  it  afforded  too  many  tempta- 
tions of  both  a  public  and  private  nature.  Impecunious  governments, 
as  well  as  individuals,  succumb  to  the  lure  of  cheap  money. 

The  act  of  1821  provided  for  the  issue  of  $200,000  of  certificates, 
ranging  in  value  from  fifty  cents  to  ten  dollars.  The  nature  of  the  security 
and  circulating  medium  thus  authorized  can  be  best  expressed  by  giving 
the  form  of  a  loan  office  certificate.^' 


This  certificate  shall  be  receivable  at  the  Treasury, 
or  any  of  the  loan  offices  of  the  State  of  Missouri,  in  the 
discharge  of  taxes  or  debts  due  the  State,  for  the  sum 
of  $5.00,  with  interest  for  the  same  at  the  rate  of  two 
per  centum  per  annum,  from  this  date,  first  day  of 
September,  1821. 

WILLIAM  CHRISTY, 

Auditor  of  Public  Accounts. 
NATHANIEL  SIMONDS, 
State  Treasurer. 


The  act  further  provided  that  one-tenth  of  the  toal  of  all  loan  office 
certificates  issued  should  be  withdrawn  annually  and  cancelled.  Also, 
the  governor  was  authorized  to  receive  offers  of  loans  of  gold  and  silver 
sufficient  to  redeem  outstanding  loan  office  certificates. 

To  distribute  the  blessing  equally  the  commonwealth  was  divided 
into  five  loan  office  districts.  The  counties  of  the  commonwealth  were 
grouped  as  follows:  (1)  First  District — Ray,  Chariton,  Howard  and  Boone, 
with  office  at  Chariton;  (2)  Second  District — Lillard,  Saline,  Cooper  and 
Cole,  with  office  at  Boonville;  (3)  Third  District — Ralls,  Pike,  Lincoln, 
St.  Charles,  Montgomery,  Callaway,  Gasconade  and  Franklin 
with  office  at  St.  Charles;  (4)  Fourth  District — St.  Louis,  Jefferson  and 
Washington,  with  office  at  St.  Louis;  (5)  Fifth  District — Ste.  Genevieve, 
Perry,  Madison,  Wayne,  Cape  Girardeau  and  New  Madrid,  with  office 
at  Jackson.  This  arrangement  of  districts  and  offices  sought  to  accom- 
modate itself  to  the  distribution  of  population;  two  districts  were  north 

26.  Laws  of  Missouri,  1804-24,  p.  700. 

27.  Auditor's  Report,  1883-4,  p.  42. 
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of  the  Missouri  River  and  three  south.  Naturally  the  loan  offices  were 
"river"  towns.  Each  office  was  in  charge  of  three  commissioners,  ap- 
pointed by  the  General  Assembly. 

The  commissioners  were  to  loan  the  certificates  to  citizens  in  pro- 
portion to  county  population.  These  loans  were  to  bear  interest  at  six 
per  cent  and  were  to  be  repaid  in  easy  instalments;  mortgages  were  re- 
quired as  security.  Not  more  than  $1000  could  be  loaned  to  any  one 
person  on  real  estate,  nor  more  than  $200  on  personal  property.^*  To 
further  aid  in  the  distribution  of  loan  office  certificates,  circuit  clerks 
were  authorized  to  act  as  commissioners  in  order  to  accommodate  parties 
distant  from  the  loan  offices.^^  Paternalism  was  strongly  in  evidence; 
in  the  cases  of  worthy  and  needy  borrowers,  two  years'  interest  might  be 
refunded.^"  There  seems  to  have  been  no  suspicion  that  all  was  not  going 
well.  Other  acts  of  the  General  Assembly  followed  in  rapid  succession. 
The  certificates  had  been  made  a  legal  tender  for  all  salaries  and  fees 
of  officers  civil  and  military  and  for  salt,  in  addition  to  taxes  and  debts 
due  the  government.  Ferrymen  were  compelled  to  accept  the  certificates 
as  fare.^^  An  issue  of  $50,000  of  certificates  to  redeem  auditor's 
warrants  was  authorized  in  1822.'^  The  treasurer  was  empowered  to  pay 
off  warrants  with  loan  office  certificates.^^  To  meet  the  demand  for  frac- 
tional currency,  another  act  provided  for  $12,000  in  denominations 
ranging  from  twelve  and  one-half  to  fifty  cents.^*  Yet  there  was  at  times 
some  evidence  of  caution:  the  arnount  to  be  loaned  to  one  applicant 
was  limited;  loans  were  directed  to  be  repaid  in  four  annual  instalments; 
and  $40,000  of  certificates  were  reserved  for  disposal  by  the  succeeeding 
General  Assembly. ^^  However,  nothing  really  checked  the  onward  course, 
and  the  beneficent  project  moved  with  accelerated  speed  toward  its 
doom.  Nothing  but  a  miracle  could  have  prevented  the  collapse  of  this 
well-intentioned  scheme,  and  the  age  of  miracles  was  long  since  past. 

28.  Laws  of  Missouri,  1804-24,  p.  863. 

29.  Laws  of  Missouri,  1804-1824,  p.  909. 

30.  Laws  of  Missouri,  1804-1824,  p.  863. 

31.  Laws  of  Missouri,  1804-24,  p.  835. 

32.  Laws  of  Missoirri,  1804-24,  p.  826. 

33.  Laws  of  Missouri,  1804-24,  p.  863. 

34.  Laws  of  Missouri,  1804-24,  p.  835. 

35.  Laws  of  Missouri,  1804-24,  p.  863. 


CHAPTER  II 

THE     FAILURE     AND     TERMINATION   OF    THE    LOAN    OFFICE 

EXPERIMENT 

There  was  much  irregularity  in  the  method  of  issuing  the  loan  office 
certificates.  The  state  treasurer's  books  (he  seems  to  have  issued  the  cer- 
tificates) show  that  $184,788  of  securities  were  put  in  circulation,  while 
the  state  auditor's  books  certify  that  $188,647  were  redeemed — with 
several  thousand  dollars  besides  in  the  hands  of  the  agents  of  the  United 
States  at  St.  Louis.^*  Doubtless  there  was  some  successful  counterfeit- 
ing. Very  dilatory  measures  were  taken  for  the  redemption  of  the  loan 
office  certificates.  There  is  no  evidence  that  there  was  even  an  attempt 
on  the  part  of  the  commonwealth  officials  to  carry  out  the  provision  of 
the  original  act,  which  provided  for  the  maintenance  of  a  specie  reserve 
to  secure  the  certificates,  and  for  withdrawing  them  from  circulation 
within  a  decade. 

For  eighteen  months  there  was  no  apparent  distrust  of  the  loan  office 
system.  But  losses  from  loans  on  insufficient  security,  and  consequent 
vexatious  litigation,  aroused  suspicion  as  to  the  soundness  of  the  scheme. 
With  the  assembling  of  a  new  legislature  in  November,  1822,  the  plan 
was  attacked.  The  erstwhile  friends  of  the  system  failed  to  defend  it,  and 
energetic  efforts  were  now  made  to  correct  its  absurdities.  Fifteen  years 
of  legislation  was  necessary  to  accomplish  this.  Borrowers  sought  to 
escape  payment  of  notes  given  in  exchange  for  loan  office  certificates 
on  the  ground  that  the  act  of  June  27,  1821,  was  unconstitutional,  in 
that  it  violated  Article  I,  Section  10,  of  the  Constitution  of  the  United 
States.  Suits  begun  by  the  commonwealth  to  collect  these  notes  were 
appealed  to  the  United  States  courts;  and  the  Commonwealth  of  Missouri 
was  thus  made  a  party  to  the  suits  (virtually  the  defendant),  in  spite  of 
the  spirit  of  the  Eleventh  Amendment  of  the  federal  constitution. 

The  loan  office  project  had  failed  to  meet  expectations.  The  com- 
monwealth had  sought  to  aid  the  pioneer  in  his  battle  with  the  wilderness. 
Those  quickest  to  borrow  were  slowest  to  pay.  The  beneficiaries  had 
forgotten  their  gratitude  to  the  commonwealth,  along  with  a  lapse  in 
their  adherence  to  the  doctrine  of  "states  rights."  Consequently  the 
commonwealth  of  Missouri  was  a  discredited  litigant  before  the  Supreme 
Court  of  the  United  States.  Meanwhile,  the  loan  office  system  had  be- 
come a  reproach.  The  meanest  tobacco  known  to  the  settlers  was  called 
"loan  office."  The  only  course  open  to  the  commonwealth  was  to  end 
the  vexatious  experiment.     This  it  did  with  credit  to  itself. 

36.     Governor  Miller's  Message,  November  16,  1830. 
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The  first  legislative  act  looking  to  the  abolition  of  the  loan  office 
system  became  a  law  November  27,  1822.  The  further  issue  of  certificates 
was  forbidden,  and  the  provision  authorizing  the  treasurer  to  redeem 
auditor's  warrants  by  the  issue  of  loan  office  certificates  was  repealed. ^^ 
Another  act  followed  immediately  abolishing  the  office  of  loan  office  com- 
missioner; the  books  were  turned  over  to  the  circuit  clerks  and,  to  facil- 
itate collections,  persons  paying  eighty  per  cent  of  loans  were  to  be  dis- 
charged of  debt.^^  Loan  office  certificates  were  declared  to  be  no  longer 
legal  tender  for  fees.  Having  once  put  the  hand  to  the  plow,  there  was 
no  turning  back.  Two  acts  of  the  General  Assembly  providing  for  the 
final  settlement  of  the  discredited  venture  were  passed  in  1825.^'  Laws 
of  minor  importance  followed  endeavoring  to  collect  loans  to  individuals 
by  the  commonwealth.""  Every  energy  was  bent  to  realize  as  much  as 
possible  on  the  notes  yet  held. 

However,  the  commonwealth  of  Missouri  was  relieved  from  further 
eff'ort.  An  appeal  had  been  taken  to  the  United  States  courts  upon 
decisions  in  the  commonwealth  courts.  The  Supreme  Court  of  the  United 
States,  at  the  May  term,  1824,  in  the  case  of  Mansker  et  al.  versus  The 
State  of  Missouri  declared  that  loan  office  certificates  were  "bills  of 
credit"  and  hence  violated  the  Constitution  of  the  United  States,  Article 
I,  Section  10.'"  However,  the  court  held  that  a  borrower  of  such  certificates 
might  not  escape  his  obligation  to  the  commonwealth,  because  of  the 
decision  declaring  them  unconstitutional.  The  commonwealth  continued 
its  effort  at  collections,  but  met  with  further  opposition.  Another  case 
came  before  the  Supreme  Court  of  the  United  States  and  this  time,  not 
only  were  the  certificates  declared  unconstitutional,  but  the  court  re- 
versed itself  in  part  and  asserted  that  any  one  sued  by  the  commonwealth 
on  a  note  given  in  exchange  for  certificates  could  plead  in  defense  their 
unconstitutionality.''^  Hitherto  the  principal  effort  of  the  commonwealth 
had  been  to  realize  on  loans  to  individuals.     This  was  now  impossible. 

This  decision  on  the  part  of  the  Supreme  Court  of  the  United  States 
left  the  commonwealth  of  Missouri  holding  uncollectable  notes  (exchanged 
for  loan  office  certificates)  to  the  amount  of  $42,896.49,  and  including 
estimated  interest,  the  total  sum  due  the  commonwealth  in  1830  was 
$62, 896. 49. "3     However,  just  previous  to  the  final  action  of  the  Supreme 

37.  Laws  of  Missouri.  1804-24,  p.  940. 

38.  Laws  of  Missouri,  1804-24.  p.  1011. 

39.  Laws  of  Missouri,  1825,  Vol.  II,  pp.  512,  516. 

40.  Laws  of  Missouri,  1824-36,  pp.  118,  186,  226,  310. 

41.  "No  state  shall  .  .  .  coin  money,  emit  bills  of  credit  or  make  anytliing  but 
gold  and  silver  coin  a  tender  in  payment  of  debts. " 

42.  Hiram  Craig  et  al.  v.  The  State  of  Missouri,  4th  Peters,  (U.  S.),  431. 

43.  Governor  Miller's  Message,  Nov.  16,  1830. 
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Court  of  the  United  States,  the  commonwealth  had  taken  effective  means 
of  ending  the  loan  office  tangle  by  borrowing  $70,000,  with  which  to  re- 
deem outstanding  loan  office  certificates.  Notwithstanding  the  fact  that 
the  certificates  had  been  declared  unconstitutional  and  hence  uncoUect- 
able,  the  commonwealth  continued  to  redeem  them.  There  was  no  re- 
udiation.  This  fine  example  of  commonwealth  integrity  is  all  the  more 
commendable,  since  the  original  beneficiaries  proved  ungrateful  and  the 
certificates  were  then  in  the  hands  of  speculators  who  had  bought  them 
up  at  greatly  reduced  prices.  The  treasurer  was  authorized  to  proceed 
at  once  to  redeem  all  loan  office  certificates  (and  auditor's  warrants) 
with  accrued  interest. ''■'  In  1831  an  act  of  the  General  Assembly  barred 
from  redemption  all  certificates  not  presented  to  the  treasurer  by  January 
1,  1832.''^  But,  by  special  enactments,  certain  loan  office  certificates 
were  redeemed  later. '''^  In  all  $188,647  of  certificates  were  cancelled — 
$3,859  more  than  were  issued.'*'  Thus  did  the  commonwealth  of  Missouri 
keep  faith. 

The  loan  of  1829  ($70,000)  to  redeem  loan  office  certificates  and  out- 
standing auditor's  warrants  was  to  bear  six  per  cent  interest,  payable 
semi-annually,  and  was  to  be  repaid  in  four  annual  instalments  on  Jan- 
uary 1,  1831,  and  the  three  years  following.  Principal  and  interest  were 
payable  in  St.  Louis.  The  placing  of  this  loan  is  obscure.  The  act  merely 
authorized  the  governor  to  borrow  the  sum  of  $70,000  from  any  "person, 
persons,  or  corporation"  at  not  over  six  per  cent  per  annum. "^  There 
is  no  hint  as  to  how  the  loan  was  negotiated,  or  as  to  the  form  that  this 
instance  of  commonwealth  credit  assumed.""  Probably  the  sum  was 
advanced  by  local  capitalists,  since  it  was  to  be  repaid  in  St.  Louis. 

This  emergency  loan  (resulting  from  the  loan  office  venture)  was 
repaid  promptly.  An  act  of  1831  appropriated  $17,966.66  to  pay 
off  the  first  instalment,  and  provided  that  sufficient  deposits 
should  be  made  in  St.  Louis  by  the  collectors  to  pay  ofT  future 
instalments  of  the  loan  with  accrued  interest.^"  The  second  instalment 
seems  to  have  been  repaid  thus;  but  special  appropriations  were 
made    to    pay    off    the    third    and   fourth.^'       The  semiannual  interest 

44.  Laws  of  Missouri,  1824-36.  p.  185. 

45.  Laws  of  Missouri.  1824-36,  p.  288. 

46.  Laws  of  Missouri,  1824-36,  pp.  456,  495. 

47.  Auditor's  Report,  1883-4,  p.  42. 

48.  Laws  of  Missouri,  1824-36,  p.  185. 

49.  After  1837  more  businesslike  methods  prevailed;  an  act  of  the  General 
Assembly,  Feb.  2,  1837,  established  the  Bank  of  the  State  of  Missouri,  which  became 
the  fiscal  agent  of  the  commonwealth. 

50.  Laws  of  Missouri,  1824-36,  pp.  207,  218. 

51.  Laws  of  Missouri,  1824-36,  pp.  301.  393. 
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was  paid  from  time  to  time,  according  to  the  act  of  1831,  and  by  1834 
the  whole  loan  was  repaid.  The  loan  office  experiment  in  Missouri  had 
become  history.  The  well-intentioned  but  mistaken  policy  of  one  session 
of  the  General  Assembly  had  necessitated  a  dozen  years  of  counter  legis- 
lation and  wise  administration  to  terminate  its  fallacious  trend. 

No  effort  has  been  made  in  this  sketch  to  point  a  moral;  facts  speak 
for  themselves.  "Thus  terminates  a  system  which  must  be  considered 
as  unfortunate  as  it  was  impolitic.  It  has  been  a  losing  business  to  all, 
except  to  the  borrowers  who  are  sheltered  by  the  decision  of  the  Supreme 
Court,  and  to  the  speculators  who  purchased  the  paper  at  reduced  prices.  "^' 

52.     Message  of  Governor  Miller,  Nov.  16   1S30 


Appendix 


COMMONWEALTH   DEBT,  1826-1836^ 


1826" 
Auditor's  warrants  and  loan  office  certificates $140,381 .48 

1828 
Auditor's  warrants  and  loan  office  certificates 104,710.62 

1830 

Auditor's  warrants 9,945.85 

Borrowed  from  three  per  cent  fund.  Act  of  Jan.  22,  1829 19,369.51 

Loan  authorized  by  act  of  Jan.  23,   1829 70,000.00 

TotaF $  99,315.36 

1832 

Borrowed  from  three  per  cent  fund,  April  1,  1829 $  19,369.51 

Interest  on  same  to  Jan.  1,  1833 3,273.64 

Third  instalment  of  commonwealth  loan  due  Jan.  1,  1833. .  .  .  17,500.00 

Five  months  interest  on  same  due  Jan  1,  1833 437.50 

Interest  for  one  year  on  same,  due  Feb.  1,  1833 1,050.00 

Fourth  instalment  of  commonwealth  loan,  due  Jan.  7,  1834...  17,500.00 

Five  months  interest  on  same,  due  Jan.  1,  1834 437.50 

Total $  59,568.15 

1834 

Borrowed  from  seminary  fund,  Act  Feb.  13,  1833 $  25,621.31 

Amount  borrowed  from  saline  fund,  Feb.  13,  1833 22,904.80 

Unredeemed  warrants 2.03 

Total $  48,528.14 

53.  Compiled  from  the  Reports  of  the  State  Auditor  of  Missouri. 

54.  July  1st;  but  thereafter,  Oct.  1st. 

55.  Cash  in  treasury,  Sept.  30,  1830.  $14,869.69. 

(14) 
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1836 

Borrowed  from  saline  fund,  Act  of  Feb.  13,  1833 $  22,904.80 

Borrowed  from  seminary  fund,  1833,  to  pay  off  loan 3,903.75 

Borrowed  from  seminary  fund,  1833-4,  for  revenue 20,000.00 

Borrowed  from  seminary  fund,  Oct.  1,  1834,  for  revenue 10,000.00 

Borrowed  from  seminary  fund,  Mch.  21,  1835,  for  revenue...  .  23,113.07 

Interest  on  borrowed  seminary  fund  to  Oct.  1,  1836 7,897.45 

TotaP' $  87,819.07 

56.  This  may  be  said  to  have  been  paid  by  the  issue  of  bonds  as  bank  stock  in 
the  Bank  of  the  State  of  Missouri,  in  favor  of  school  and  seminary  funds  to  the  amount 
of  $89,736.40. 
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